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POSTWAR CONSTRUCTION EXPENDITURES OF STATE AND
LOCAL GOVERNMENTS AND THEIR FINANCING
1
During the postwar period State and local gov-
ernments have undertaken large-scale construction
programs to meet community needs which had
been cumulating throughout the depression and
war years. Expenditures for highways, schools,
and other State and local facilities totaled 18.2
billion dollars in the years 1946 through 1950;
an additional 6 billion may be spent by the end
of 1951.
At the time of the Korean crisis in mid-1950,
when it became necessary for the United States to
shift to a defense economy, there were many indi-
cations that State and local government construction
might continue to increase for some years to come.
Deferred needs had not been fully met, the over-all
financial position of State and local governments
was good, and the market was favorable for tax-
exempt securities.
This situation presented a problem from the
standpoint of the national defense program. In
order to assure adequate labor, materials, and credit
for defense and defense-supporting activities and
to curb inflationary pressures, it was necessary that
measures be taken to discourage less essential capi-
tal expenditures in all areas. Building restrictions
and materials allocation were invoked, and credit
restraint measures, including the Voluntary Credit
Restrain Program described on pages 1347-55 of this
BULLETIN, were adopted. In the State and local
government area the objective of the Voluntary
Credit Restraint Program has been to restrict bor-
rowing for less essential construction and other
postponable purposes.
CONSTRUCTION EXPENDITURES
A tremendous backlog of requirements for
State and local construction of all types existed
at the end of World War II. Part of it had been
carried over from the depressed thirties, when
construction work had fallen far short of meeting
current requirements, and part of it was the result
of wartime shortages and restrictions. Widespread
1This article was prepared by Elinor Harris under the
supervision of Charles H. Schmidt, Chief of the Business
Finance and Capital Markets Section of the Board's Division
of Research and Statistics.
population movements and a substantial rise in
the birth rate during the war years had also ac-
centuated the need for additional public facilities.
The period 1946-50. As soon as manpower and
materials became available after the war, State
and local governments began to bring public fa-
cilities in line with current needs. Their annual
construction expenditures increased rapidly but
fairly evenly, as shown in the table, rising from
1.5 billion dollars in 1946 to 3.7 billion in 1948
and to a new peak of 5.5 billion in 1950.
In the 1946-50 period as a whole, States, cities,
counties, special authorities, and other non-Federal
political units invested a total of 18.2 billion dollars
in new construction projects and major improve-
ments and alterations of existing facilities. More
than 46 per cent of this amount was spent on high-
ways, 18 per cent for sewerage and water systems
and other community facilities, 17 per cent for
schools, and 6 per cent for public housing. All
other types of construction, including hospitals and
other institutions, public administration buildings,
and social and recreational centers accounted for
the remaining 13 per cent.
While each of the major types of construction
expenditures increased sharply between 1946 and
1950, significant changes in their relative impor-
tance took place. Highway construction, though
it consistently represented by far the largest single
expenditure, declined in relative importance in each
of the postwar years, from 58 per cent of total
expenditures in 1946 to 42 per cent in 1950. Out-
lays for local public facilities such as sewerage and
water systems also declined somewhat relative to
the total. Expenditures for schools, on the other
hand, increased proportionately each year, rising
from 7 per cent of the total in 1946 to 21 per cent
in 1950. To some extent these shifts in impor-
tance are a measure of the end-of-war deficiencies
in different areas, the length of time required to fill
them, and increasing selectivity on the basis of need.
To some extent they may also reflect differences in
financing practices. For example, construction
programs to be financed largely from tax receipts
—such as some highway programs—could be
started almost as soon as wartime restrictions were
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CONSTRUCTION EXPENDITURES BY STATE AND LOCAL GOVERNMENTS 1946-51
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1 Construction is defined as new construction plus major additions to and major alterations of existing structures; expenditures for
equipment are excluded. Federal grants-in-aid are included in construction expenditures.
Source.—Departments of Labor and Commerce.
lifted, while programs to be financed by borrowing
—such as school construction—had to wait for
approval from the voting public and from legis-
lative and executive groups.
The year 1951. State and local government con-
struction expenditures in 1951 are likely to exceed
the previous year's total. Such expenditures are
estimated to have totaled 5.2 billion dollars during
the first 10 months of this year, as compared with
4.6 billion for the corresponding period of 1950.
To a large extent, this continued increase reflects
•expenditures on projects initiated prior to the
adoption of building restrictions, materials allo-
cation, and credit restraints.
There has been evidence during 1951, however,
of greater selectivity among different types of State
and local government programs. Expenditures for
schools and public housing have been substantially
larger, and those for hospitals and other institu-
tions moderately greater, in 1951 than in 1950.
On the other hand, expenditures for public admin-
istrative and recreational projects and highway con-
struction are estimated to have been somewhat
smaller. A number of factors help to explain this
selectivity. One of the most important has been
the rapid rise in construction costs, which has
led to the deferment of all but the most urgently
needed construction outlays. Since interest pay-
ments are also an important cost factor, less favor-
able borrowing terms in the spring and early sum-
mer of 1951 resulted in the "shelving" of numer-
ous prospective bond issues. In addition, the vot-
ing public gave preference in both the 1950 and
1951 elections to such proposed bond issues as
those for schools, and generally refused to approve
issues for such purposes as administrative and
recreational facilities.
Other factors operating to postpone some public
construction projects have been labor and material
shortages and the recommendations of participants
in the Voluntary Credit Restraint Program. As
defense requirements have increased, allocations
of steel and certain other construction materials
for civilian use have been reduced, and State
and local construction projects have been screened
more carefully both with respect to materials re-
quirements and immediate essentiality. Moreover,
as discussed on pages 1352-53, the Voluntary Credit
Restraint Program has recommended the postpone-
ment of less essential public construction projects
in the interest of curbing inflationary pressures,
and participating financing institutions have dis-
suaded a number of States and localities from offer-
ing bonds to finance certain types of projects.
In the light of these various factors, and de-
spite a large backlog of unsatisfied requirements,
it seems likely that State and local capital ex-
penditures will decline as projects currently under
way are brought to completion. Greatest declines
may be expected in those types of public building
which are neither essential to the national defense
effort nor required immediately for the commu-
nity welfare, such as municipal office buildings and
jails, city halls and county courthouses, and swim-
ming pools and gymnasiums.
On the other hand, construction of schools,
hospitals, public housing in defense areas, and
highways connecting strategic military or industrial
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areas should continue at a fairly high level. Such
building is being accorded preferential treatment
wherever possible both in allotment of scarce mate-
rials by the Defense Production Administration
and in the granting of credit by financing institu-
tions participating in the Voluntary Credit Re-
straint Program.
BORROWING TO FINANCE CONSTRUCTION
Much of the building of new schools, public
housing, water and sewerage systems, toll bridges
and super-highways, and other types of costly,
long-lived State or municipally owned facilities
is financed through long-term borrowing. Dur-
ing the period 1946-50, when total construction
expenditures of the State and local governments
amounted to 18.2 billion dollars, the long-term
security issues of these governments amounted to
10.5 billion exclusive of refunding and bonus issues.
Other sources of construction financing during
this period included Federal grants-in-aid, reserve
funds accumulated during the war years, and
funds available from current tax receipts.
It is impossible, on the basis of aggregate data,
to identify long-term borrowing in any single
year with the construction expenditures it is in-
tended to finance. Such borrowing is customarily
done in advance of actual construction and often
covers the entire cost of the proposed project, while
the expenditure of the proceeds may be spread
over some period of time. Nevertheless, the an-
nual totals of long-term borrowing and construc-
tion expenditures of State and local governments
do move together and, as shown in the chart, both
increased substantially throughout the postwar
years 1946-50. From a total of 1.0 billion dollars
in 1946, State and local government security offer-
ings, exclusive of refunding and bonus issues, in-
creased to 3.0 billion in 1950.
Several factors, in addition to the growth in
construction projects of the type customarily fi-
nanced through bond issues, help to explain this
postwar increase in long-term borrowing by State
and local governments. For one thing, neither
the reserve funds accumulated during the war
years, the excess of current tax revenues over cur-
rent operating expenses, nor Federal grants-in-aid
have been adequate or so distributed among indi-
vidual States and localities as to cover the sharp
postwar increase in construction expenditures. For
another, the general financial position of State and
local governments has been improved by debt reduc-
tion during the war years and the opening up of
new sources of revenue during the postwar period.
This facilitated further State and local government
borrowing by improving the market's appraisal
of such issues. Also, the general demand for tax-
exempt securities has been basically strong through-
out the period, because of the continued high
rates of Federal income taxes since the war.
STATE AND LOCAL GOVERNMENT











* Defined as total long-term State and local government offer-
ings less refunding issues and bonus issues.
Sources.—Total construction, Department of Labor; long-
term borrowing, The Bond Buyer. Data for 1951 are estimated.
An additional factor in the postwar increase of
borrowing by State and local governments has
been the growth since prewar years of the prac-
tice of issuing "revenue bonds" to finance income-
producing projects such as toll roads and bridges.
From the point of view of the State or local
government concerned, these issues have several im-
portant advantages. Only the income from the
self-liquidating project itself need be committed
to current debt servicing and repayment of princi-
pal, and this money is obtained from users of the
facility rather than from taxpayers in general. In
many cases revenue bond issues need not be sub-
mitted to the voters for approval and thus may
be issued more promptly than general obligations.
In addition, the government unit may not be re-
quired to include revenue bonds as part of out-
standing debt for purposes of complying with
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statutory debt limitations. Revenue bonds carry
the tax-exemption privilege common to all State
and local securities but, in recognition of greater
risk, usually bear a higher interest rate.
After increasing in each of the years 1946
through 1950, long-term borrowing by State and
local governments for construction purposes will
probably show no further increase in 1951. Total
new long-term borrowing, in fact, declined from
3.6 billion dollars in 1950 to an estimated 3.0
billion in 1951, but practically all of this decline
resulted from a sharp drop in bonus issues.
Since borrowing customarily precedes actual con-
struction, the leveling of! in State and local gov-
ernment security issues for construction purposes
probably foreshadows a decline in total construc-
tion expenditures as projects currently under way
are brought to completion. At the same time, data
on new long-term borrowing by purpose, shown
in the table, suggest a continuation of the recent
emphasis on more essential projects. Schools, water
and sewerage systems, and public housing ac-
counted for nearly two-thirds of all new issues
identifiable as to purpose, totaling 2.1 billion dollars,
during the first 10 months of 1951.
STATE AND LOCAL GOVERNMENT BOND ISSUES
BY PURPOSE
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1 Includes a 25 million dollar State of California issue for vet-
erans' farm and home purchase loans and 171 million dollars of
issues under the Housing Act of 1949.
2 Includes for October 1951 an additional 157 million dollars of
issues under the Housing Act of 1949.
3 Includes issues under $500,000, refunding issues, and issues
for which purpose is not given.
Source.—The Bond Buyer.
THE MARKET FOR STATE AND LOCAL GOVERNMENT
SECURITIES
The tax-exempt feature of State and local govern-
ment issues gives them a special place in the national
securities market. Their interest yield is exempt
from Federal income tax and in some instances
from State income taxes within the State of issue.
Thus prevailing tax rates, together with potential
changes in rates, exert a strong influence on the
market for these securities.
Commercial banks and individuals are the prin-
cipal investors in State and local government se-
curities, as shown by the chart. Life insurance
OWNERSHIP OF STATE AND LOCAL GOVERNMENT SECURITIES
1941 1942 1943 1944 1945 1946 1947 1948 1949 1950
* Includes insurance companies, corporations, U. S. Govern-
ment investment accounts, mutual savings banks, and miscel-
laneous investors.
Source.—U. S. Treasury.
companies, mutual savings banks, and individuals
of moderate income, to whom the tax-exemption
feature has thus far had little significance, have
typically shown little interest in these securities.
The recent enactment of legislation subjecting the
income of mutual savings institutions to the Fed-
eral income tax is likely to bring mutual savings
banks into the market for these securities.
Tax exemption has two facets. By attracting in-
vestors who are willing to accept a relatively low
before-tax yield in order to obtain tax exemption,
it enables State and local governments to obtain
funds at lower interest rates than would otherwise
be possible. On the other hand, the lower rate of
return tends to narrow the market by limiting it
for the most part to buyers who will benefit from
the tax-exemption privilege. The market is there-
fore very specialized and particularly sensitive to
shifts in investor psychology and to prospective
changes in income tax rates.
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Despite the substantial volume of State and local
government security offerings during the postwar
years 1946-51 the market for these securities has
been basically strong, partly because generally easy
credit conditions, except in late 1947 and 1948,
facilitated large-scale commercial bank purchases,
and partly because of the maintenance of Federal
income taxes at higher than prewar levels. Such
changes in tax rates as there were, however, did
have a marked effect on the municipal bond
market. The moderate reduction in Federal income
tax rates in 1946, for example, led to some price
declines and increases in yields on State and local
government securities, as may be seen from the
chart.
Following the outbreak of the Korean war, in-
vestors' interest in tax-exempt securities mounted
and yields dropped sharply. This decline reflected
fears of a general war and anticipation of higher
Federal income taxes and of a possible curtailment
of construction expenditures that would reduce
the supply of tax-exempt issues. As during World
War II, investors were willing to accept relatively
low yields in order to obtain tax exemption.
The subsequent downward adjustment in State
and local bond prices between February and
June 1951 appears to have been in part a reaction
to previous speculative overbidding for these issues.
Also, since this market is highly sensitive, it re-
flected developments in the United States Govern-
ment securities market. The adoption of an open
market policy permitting more flexibility in the
prices of United States Government bonds was fol-
lowed by a rise in yields on these securities which
made State and local bonds relatively less attractive.
Since June 1951, however, renewed investor in-
terest in tax-exempt securities has carried yields
a little below the level prevailing at the outbreak
BOND YIELDS
1942 1944 1946 1948 1950
Latest figures plotted are for October 1951.
Sources.—Corporate, Moody's Investors Service; U. S. Gov-
ernment, U. S. Treasury; Municipal, Standard and Poor's
Corporation.
of the Korean war. In view of the increased in-
come taxes and the probable entrance of mutual
savings banks into the market for State and local
issues, favorable market conditions seem likely to
persist generally.
CONCLUSION
Despite a relatively large volume of State and
local government construction expenditures during
the postwar period, the need for additional public
facilities is still great. In general, the current finan-
cial situation of State and local governments is such
that further long-term borrowing is feasible, while
the demand for these securities is basically strong.
With a marked increase in defense expenditures
anticipated during the coming year, the possibility
of renewed inflationary pressures makes advisable
the continued restriction of State and local govern-
ment borrowing for less essential construction and
other postponable purposes.
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